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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 
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response  to  audit  recommendations  is  included  in  the  audit  report. 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  branch's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  branch  implement 
procedures  to  make  use  of  available 
state  accounting  information  resources 
to  correctly  record  MJRS  revenue  and 
expenditures 


Agency  Response:   Concur.  See  page  B-4. 


Recommendation  #2 


We  recommend  court  administration 
personnel  work  with  the  law  library 
personnel  to  strengthen  controls  over 
cash  receipts 


Agency  Response:   Concur.  See  page  B-4. 


Recommendation  #3 


We  recommend  the  branch  use  existing 
budget  procedures  to  record  financial 
activity  in  the  proper  year  in  accor- 
dance with  state  law 


Agency  Response:   Concur.   See  page  B-5. 


Recommendation  #4 


We  recommend  the  branch  record  its 
operating  budget  and  approved  amend- 
ments on  SBAS  as  required  by  state  law. 


11 


Agency  Response:  Concur.  See  page  B-5. 


Recommendation  #5 


We  recommend  the  branch  charge  personal 
service  expenditures  to  the  programs  that 
receive  the  benefit 


12 


Agency  Response:  Concur.   See  page  B-5. 


Recommendation  #6 


We  recommend  the  branch  establish  procedures 
to  record  expenditures  to  the  proper  funding 
source  in  a  timely  manner 


13 


Agency  Response:  Concur.   See  page  B-5. 
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Summary  of  Recommendations 

Recommendation  #7  We  recommend  the  branch: 

A.  Request  guidance  from  the  Accounting 
Bureau,  Department  of  Administration, 
to  determine  the  correct  procedures 

for  recording  transactions 14 

Agency  Response:  Do  not  concur.  See  page  B-6. 

B.  Properly  record  Criminal  Court  Reimburse- 
ment program  activity 14 

Agency  Response:   Do  not  concur.  See  page  B-6. 

C.  Refund  the  $546,144  collected  in  excess 

of  district  court  expenses  to  the  counties 14 

Agency  Response:   Do  not  concur.   See  page  B-6. 

Recommendation  #8  We  recommend  the  branch  establish  procedures 

to  ensure  the  district  court  fees  used  to  pay 
judicial  salaries  are  recorded  in  the  General 
Fund  as  prescribed  by  state  law 15 

Agency  Response:  Concur.  See  page  B-7. 
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Introduction 


IntrodDction 


We  performed  a  financial-compliance  audit  of  the  Judicial 
Branch  (branch)  for  the  two  fiscal  years  ended  June  30,  1992. 
The  audit  objectives  were  to: 

1.  Determine  the  branch's  compliance  with  applicable  laws 
and  regulations. 

2.  Make  recommendations  for  improvements  in  the  manage- 
ment and  internal  controls  of  the  branch. 

3.  Determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  branch  for  the  two  fiscal  years 
ended  June  30,  1992. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  eight  recommendations  to  the  branch. 
These  recommendations  address  areas  where  the  branch  can 
improve  management  controls,  financial  reporting,  and  compli- 
ance with  laws  and  regulations.   Other  areas  of  concern  not 
having  a  significant  effect  on  the  successful  operations  of  the 
branch  are  not  included  in  this  report,  but  have  been  discussed 
with  management.   In  accordance  with  section  5-13-307,  MCA, 
we  analyzed  and  disclosed  the  costs,  if  significant,  of  imple- 
menting the  recommendations  made  in  this  report. 


Background 


The  Constitution  of  the  State  of  Montana  vests  the  judicial 
power  of  the  state  in  a  Supreme  Court,  district  courts,  justice 
courts,  and  such  other  courts  as  may  be  provided  by  law.  The 
Supreme  Court,  consisting  of  a  chief  justice  and  six  associate 
justices,  has  appellate  jurisdiction,  and  may  issue,  hear,  and 
determine  appropriate  writs.  The  chief  justice  is  the  head  of  the 
Supreme  Court.   The  court  administrator,  appointed  by  the 
Supreme  Court,  serves  as  its  administrative  officer.  The 
Supreme  Court  also  has  general  supervisory  control  over  all  other 
courts  and  may  make  rules  governing  appellate  procedure,  prac- 
tice and  procedure  for  all  other  courts,  admission  to  the  bar,  and 
conduct  of  its  members.   The  rules  of  procedure  are  subject  to 
disapproval  by  the  legislature  in  either  of  the  two  sessions 
following  promulgation. 

Page  1 


Introduction 


Supreme  Court  justices  and  district  court  judges  are  elected  to 
office  in  nonpartisan  elections  serving  an  eight  year  term  and  six 
year  term,  respectively.  Their  terms  of  office  and  the  procedure 
for  filling  vacancies  on  the  court  are  established  in  the  Constitu- 
tion and  by  statute.  The  legislature  determines  salaries  for  the 
justices  and  district  court  judges,  establishes  judicial  districts 
and  provides  for  the  number  of  judges  in  each  district.   Cur- 
rently there  are  37  district  court  judges  in  21  judicial  districts. 

The  Clerk  of  the  Supreme  Court  is  elected  to  office  on  a  partisan 
ballot.   His  duties  are  specified  by  law  and  include  maintaining 
records  and  files  for  the  Supreme  Court  and  collecting  various 
court  fees.   The  Law  Librarian  is  appointed  by  the  Supreme 
Court  to  develop  and  maintain  the  law  library  collection  and 
library  services. 

The  branch  is  divided  into  eight  programs  for  fiscal  management 
with  a  total  authorized  full-time  equivalent  (FTE)  level  of  92  for 
fiscal  year  1991-92.   A  description  of  each  program  follows; 


1.  The  Supreme  Court  Operations  program  accounts  for  the 
costs  of  operation  of  the  Supreme  Court. 

2.  The  Boards  and  Commissions  program  accounts  for 
expenditures  for  the  boards  and  commissions  established 
either  by  statute  or  the  Supreme  Court  to  perform  various 
services  required  to  support  the  judiciary  within  the  state. 

3.  The  Law  Library  program  accounts  for  the  operation  of  the 
State  Law  Library.  The  library  is  maintained  for  use  by 
members  of  the  Supreme  Court,  legislature,  state  officials, 
and  state  employees.   The  library  is  also  available  to  mem- 
bers of  the  bar  and  the  general  public. 

4.  The  District  Court  Operations  program  accounts  for  the 
payment  of  salaries  and  travel  expenses  for  district  court 
judges. 

5.  The  Water  Courts  Supervision  program  accounts  for  the 
expenditures  of  the  water  courts. 

6.  The  Clerk  of  Court  program  accounts  for  the  costs  of  opera- 
tion of  the  Clerk  of  the  Supreme  Court. 
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7.  The  House  Bill  903  Automation  program  accounts  for  costs 
for  court  automation  projects  to  improve  information 
systems,  case  management  systems,  and  the  administration 
of  justice.  The  program  was  enacted  by  the  51st  Legisla- 
ture for  the  1993  biennium. 

8.  The  District  Court  Reimbursement  program,  which  was 
transferred  from  the  Department  of  Commerce  to  the  Judi- 
cial Branch  July  1,  1991,  accounts  for  district  court 
expenses  funded  by  the  state.   The  program  is  funded  from 
the  General  Fund  which  is  offset  by  deposit  of  taxes 
assessed  on  vehicles  and  collected  by  counties  and  remitted 
to  the  state. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  prior  audit  report  for  the  two  fiscal  years  ended  June  30, 

Recommendations  1990  contained  eight  recommendations  still  applicable  to  the 

branch.  The  branch  implemented  one  recommendation,  partially 
implemented  four  recommendations  and  did  not  implement  three 
recommendations. 

Two  of  the  recommendations  not  fully  implemented  concern 
recording  revenues  and  expenditures  for  the  Montana  Judges' 
Retirement  System  (page  5),  and  establishing  procedures  to 
ensure  collections  are  accounted  for  and  deposits  are  made 
according  to  state  law  (page  6).   The  other  recommendations  not 
fully  implemented  concern  establishing  procedures  to  ensure  that 
taxable  reimbursements  and  taxable  fringe  benefits  to  judges  are 
reported,  and  to  seek  legislation  to  change  the  number  of 
members  on  the  Board  of  Bar  Examiners  or  grant  the  Supreme 
Court  authority  to  determine  the  number  of  members  on  the 
board.   The  branch  has  presented  evidence  that  these  recommen- 
dations will  be  fully  implemented  prior  to  fiscal  year-end  1992- 
93;  therefore,  these  issues  are  not  included  in  this  report. 

The  three  recommendations  not  implemented  concern  charging 
personal  service  expenditures  to  the  programs  that  receive  the 
benefit  (page  1 1),  submitting  operating  plan  amendments  to 
ensure  compliance  with  appropriation  law  (page  8),  and  imple- 
menting review  procedures  to  ensure  all  financial  activity  is 
recorded  correctly  on  the  accounting  records  in  accordance  with 
state  law.   Had  the  branch  implemented  the  latter  recommenda- 
tion, we  believe  it  would  have  been  aware  of  many  of  the  items 
addressed  in  this  report  and  could  have  reduced  the  number  of 
current  recommendations. 
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Findings  and  Recommendations 


Recording  Errors  - 
Montana  Judges' 
Retirement  System 


The  branch  receives  money  from  certain  district  court  filing  fees 
and  Supreme  Court  fees  as  specified  by  state  law.   Part  of  the 
money  received  is  used  to  fund  the  Montana  Judges'  Retirement 
System  (MJRS). 


The  branch  made  a  number  of  errors  in  recording  the  revenues 
and  expenditures  related  to  MJRS.   These  errors  significantly 
contributed  to  the  issuance  of  a  qualified  opinion  on  the  finan- 
cial schedules. 

The  branch  recorded  district  court  fee  revenue  of  $553,190 
in  the  General  Fund  and  related  MJRS  expenditures  of 
$547,119  in  the  Special  Revenue  Fund  in  fiscal  year  1990- 
91.   The  branch  should  have  recorded  both  revenues  and 
expenditures  in  the  Special  Revenue  Fund.  The  error 
resulted  in  an  overstatement  of  revenues  in  the  General 
Fund  and  an  understatement  of  revenues  in  the  Special 
Revenue  Fund  of  $553,190.   Branch  personnel  said  that  at 
the  time  they  thought  it  was  the  correct  way  to  record  the 
revenue  and  expenditures. 

The  branch  records  expenditures  for  the  MJRS  based  on  the 
amount  of  district  court  fee  revenues  collected.   However, 
they  recorded  $6,071  less  expenditures  than  was  recorded  in 
revenues  in  fiscal  year  1990-91.   As  a  result  Special  Reve- 
nue Fund  expenditures  were  understated  by  $6,071. 

In  fiscal  years  1990-91  and  1991-92,  as  required  by  section 
19-5-404,  MCA,  one-fourth  of  Supreme  Court  fees  col- 
lected were  deposited  directly  in  the  MJRS  fund  at  the 
Public  Employees'  Retirement  Division  (PERD),  Depart- 
ment of  Administration.   The  branch  did  not  reflect  the 
revenue  for  the  receipt  of  the  fees  or  the  expenditure  for 
the  disbursement  to  PERD  on  the  branch's  accounting 
records  in  either  fiscal  year.   The  effect  was  to  understate 
Special  Revenue  Fund  revenues  and  expenditures  in  fiscal 
years  1990-91  and  1991-92  by  $9,132  and  $9,706,  respec- 
tively.  Clerk  of  the  Court  personnel  said  they  were  not 
aware  their  procedures  to  deposit  fees  collected  directly  to 
MJRS  were  not  correct.   Our  prior  audit  report  discussed 
the  revenues  and  expenditures  which  were  to  be  recorded 
for  the  Montana  Judges'  Retirement  System. 

A  change  in  state  accounting  policy,  effective  in  fiscal  year 
1991-92,  required  revenues  which  are  both  measurable  and 
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available  to  be  accrued.   District  court  fee  revenues  col- 
lected at  the  district  courts  for  June  met  both  criteria.   The 
Department  of  Administration  recorded  the  revenue  accrual 
transactions  for  the  branch.   However,  the  branch  failed  to 
record  the  related  expenditure  accrual  transaction.   This 
resulted  in  an  understatement  of  $48,074  in  Special  Reve- 
nue Fund  expenditures  for  the  branch  in  fiscal  year  1991- 
92.   Branch  personnel  said  they  forgot  to  make  the  accrual. 

The  branch  could  have  correctly  recorded  the  transactions  dis- 
cussed above  by  making  use  of  available  state  accounting  infor- 
mation resources.   Accounting  Bureau,  Department  of  Adminis- 
tration, offers  assistance  regarding  state  accounting  policies  and 
procedures.   The  Montana  Operations  Manual  gives  direction  for 
properly  recording  transactions. 


Recommendation  #1 

We  recommend  the  branch  implement  procedures  to  make 
use  of  available  state  accounting  information  resources  to 
correctly  record  MJRS  revenue  and  expenditures. 


Cash  Receipts  Controls  The  law  library  collected  approximately  $219,000  for  services  it 

provided  to  library  users  in  fiscal  year  1991-92.   Library  person- 
nel record  the  receipts  in  a  log  book,  restrictively  endorse 
checks,  and  prepare  a  collection  report.   The  money  and  collec- 
tion report  are  given  to  the  court  administrator's  office  to  be 
recorded  on  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  and  deposited  with  the  state  treasury. 

We  noted  in  our  last  audit  and  again  in  this  audit  one  individual 
in  the  court  administrator's  office  is  responsible  for  receiving  the 
money  from  the  library,  depositing  the  money  in  the  state 
treasury,  and  recording  the  revenue  on  SBAS.   State  accounting 
policy  requires  the  branch  to  establish  proper  controls  which 
would  separate  record  keeping  and  custodianship  of  state  collec- 
tions and  deposits.   By  consolidating  these  responsibilities  in  one 
person,  the  branch  increases  the  risk  it  will  not  prevent  or  detect 
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errors  and  irregularities  on  a  timely  basis.   Branch  personnel  said 
the  size  of  their  staff  limits  their  ability  to  ensure  proper  segre- 
gation of  duties. 

The  branch  could  establish  control  procedures  which  would 
compensate  for  the  lack  of  segregation  of  duties.   SBAS  provides 
a  daily  transaction  listing  for  each  agency  which  lists  all 
transactions  successfully  processed.   Library  personnel  should 
review  the  listing  to  ensure  all  library  receipts  have  been 
recorded. 


Recommendation  #2 

We  recommend  court  administration  personnel  work  with 
the  law  library  personnel  to  strengthen  controls  over  cash 
receipts. 


Unrecorded  Revenues 
and  Ejqienditares 


The  law  library  administers  the  Lexis  legal  data  base  service 
which  provides  computer-assisted  legal  research  for  attorneys 
and  other  patrons  of  the  library.   Lexis  bills  the  library  for  use 
of  the  system.   The  library  in  turn  bills  the  user  for  access  to  the 
system.   The  branch  did  not  record  $10,539  of  General  Fund 
revenue  and  expenditures  related  to  this  service  in  fiscal  year 
1990-91.   Library  personnel  said  they  recorded  revenues  and 
expenditures  up  to  the  amount  appropriated  which  was  $162,000 
for  the  service.   Revenues  and  expenditures  in  excess  of  the 
fiscal  year  1990-91  appropriation  were  recorded  as  revenues  and 
expenditures  in  fiscal  year  1991-92.   As  a  result,  the  branch 
overspent  its  fiscal  year  1990-91  General  Fund  appropriation  for 
the  Law  Library  program.   According  to  library  personnel,  it  is 
difficult  to  estimate  expenditures  because  they  cannot  control 
the  level  of  use. 


The  revenue  and  related  expenditures  existed  at  fiscal  year-end. 
Not  recording  them  does  not  correct  the  situation  as  was 
intended.   More  appropriate  action  could  have  been  taken.   State 
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law  allows  for  the  transfer  of  appropriation  authority,  not  to 
exceed  5  percent  of  total  agency  appropriations,  between  pro- 
grams within  each  fund  type  within  each  fiscal  year  with  the 
approval  of  the  applicable  approving  authority.   Should  the 
situation  warrant  it,  appropriation  authority  may  be  moved  from 
the  second  fiscal  year  of  the  biennium  to  the  first  fiscal  year 
upon  proper  authorization.   If  determined  necessary,  a  supple- 
mental appropriation  could  then  be  requested  in  the  second  year. 
Using  these  remedies  is  preferable  to  the  action  taken  by  the 
branch. 


Recommendation  #3 

We  recommend  the  branch  use  existing  budget  procedures  to 
record  financial  activity  In  the  proper  year  in  accordance 
with  state  law. 


State  Compliance 


Compliance  with 
Operating  Budget 
Requirement 


According  to  section  17-7-138,  MCA,  "Expenditures  by  a  state 
agency  must  be  made  in  substantial  compliance  with  an  operat- 
ing budget  approved  by  an  approving  authority.   Substantial 
compliance  means  that  a  first  level  category  in  the  operating 
budget  may  not  be  exceeded  by  more  that  5  percent.  .  .   Each 
operating  budget  must  include  expenditures  for  each  agency 
program,  detailed  at  least  by  first  level  categories.  .  .   Each 
agency  shall  record  its  operating  budget  and  approved  [by  an 
approving  authority]  changes  on  the  statewide  budgeting  and 
accounting  system."  Section  17-7-102,  MCA,  defines  "approving 
authority"  as  the  Chief  Justice  of  the  Supreme  Court  or  his 
designated  representative  for  judicial  branch  agencies. 


The  branch  failed  to  comply  with  these  requirements  as 
described  below: 


Page  8 


Findings  and  Recommendations 


Fiscal  year  1990-91  expenditures  in  the  Boards  and  Com- 
missions program  and  Water  Courts  Supervision  program 
exceeded  the  approved  operating  budget  in  the  equipment 
categories  by  more  than  5  percent.   Branch  personnel  said 
the  expenditures  occurred  for  unanticipated  equipment  pur- 
chases and  did  not  believe  it  was  necessary  to  change  the 
operating  plan  because  the  appropriation  was  not  overspent 
in  total. 

Fiscal  year  1991-92  personal  services  category  expenditures 
exceeded  the  approved  operating  budget  by  more  than 
5  percent  in  the  Boards  and  Commissions,  Law  Library, 
Water  Courts  Supervision,  Clerk  of  Court,  District  Court 
Reimbursement  and  HB  903  Automation  programs.   The 
equipment  category  for  three  of  these  programs  also  exceed 
the  5  percent  limitation.   A  similar  reason  was  given  for  the 
over  expenditure  of  the  equipment  categories  in  fiscal  year 
1991-92  as  for  1990-91  over  expenditures. 

Branch  personnel  did  not  record  the  operating  budget  and 
approved  changes  on  SBAS  by  first  level  categories  for  the 
Supreme  Court  Operations  program  and  District  Court 
Operations  program  in  fiscal  year  1990-91  and  the  Water 
Courts  Supervision  District  Court  Reimbursements  and 
HB  903  Automation  programs  in  fiscal  year  1991-92.    In 
addition,  the  branch  did  not  fully  allocate  the  appro- 
priations for  all  programs  in  the  respective  fiscal  years. 
This  is  evidenced  in  the  amounts  recorded  as  "unallocated." 

Branch  personnel  said  they  made  an  error  when  distributing 
the  amounts  from  a  budget  center  to  the  operating  centers 
when  the  budget  was  initially  recorded  in  the  operating 
centers  for  these  programs.   HB  903  Automation  program 
was  not  recorded  on  SBAS  by  first  level  categories  of 
expenditures  because  at  the  time  it  was  put  on  SBAS, 
personnel  were  not  sure  where  the  money  would  be  allo- 
cated. 

Branch  personnel  stated  they  monitored  total  appropriation  bal- 
ances to  ensure  expenditures  did  not  exceed  total  appropriations. 
However,  they  did  not  monitor  categories.   The  following  table 
illustrates  the  effect  of  noncompliance  with  the  statute. 
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Table  1 

Schedule  of 

Budget  vs. 

Actual  Exoenditures 

>ercent 
Over 
xpended 

Operating 
Budget 

Actual 
Expenditure 

(Over)  F 
Under 
Spent   E 

FISCAL  YEAR  1990-91 

Supreme  Court  Operations 
Una  I  located 
Total  for  Program 

$ 

1 

16,518 
,542.224 

$       0 

1,522,769 

$16,518 

19.455 

Boards  and  Commissions 
Equipment 
Total  for  Program 

$ 

0 
226,912 

$    2.184 
219,087 

$ 

(2.184) 
7.825 

100% 

Water  Courts  Supervision 
Equipment 
Unallocated 
Total  for  Program 

$ 

2,000 

1,835 

457,065 

$    8,976 

0 

448,029 

$ 

(6.976) 
1.835 
9.036 

349% 

FISCAL  YEAR  1991-92 

Boards  and  Commissions 
Personal  Services 
Equipment 
Total  for  Program 

$ 

88,910 

0 

236,646 

$   97.898 

964 

224,167 

S 

(8.988) 
(964) 
12,479 

10% 
100% 

Law  Library 
Personal  Services 
Total  for  Program 

S 

156,866 
731,202 

$  198,335 
727,893 

i 

(41,469) 
3,309 

26% 

Water  Courts  Supervision 
Personal  Services 
Equipment 
Unallocated 
Total  for  Program 

$ 

333,843 
31,791 
18,422 

497,825 

$  370,445 

35,009 

0 

495,641 

$ 

(36,602) 

(3,218) 

18,422 

2,184 

11% 
10% 

Clerk  of  Court 
Personal  Services 
Total  for  Program 

$ 

129,698 
167,712 

$  140,278 
164,745 

$ 

(10.580) 
2.967 

8% 

District  Court  Reimbursement 
Personal  Services      $ 
Equipment 

Grants                2 
Unal located 
Total  for  Program       2 

22,677 

0 

,505,415 

100,108 

,682.517 

$   25,616 

1.866 

2,646,833 

0 
2.680,561 

$ 

(2.939) 

(1.866) 

141,418) 

100,108 

1,956 

13% 

100% 

6% 

HB903  Automation 
Personal  Services 
Operating  Expenses 
Grants 
Unallocated 
Total  for  Program 

$ 

0 

0 

0 

586,400 

586,400 

$   39,934 

8,662 

269,911 

0 

318,507 

$ 

(39,934) 
(8,662) 
269,911) 
586,400 
267,893 

100% 
100% 
100% 

Source:    Ccapi  led  by  the 
Judicial  Branch 

Office 
records. 

of  the  Leg  is 

lative  Auditor  free 

Page  10 


Findings  and  Recommendations 


Recommendation  #4 

We  recommend  the  branch  record  its  operating  budget  and 
approved  amendments  on  SBAS  as  required  by  state  law. 


Personal  Service 
Expenditures 


During  our  prior  audit  we  identified  two  employees  whose  per- 
sonal service  expenditures  were  charged  to  an  incorrect  program. 
We  found  this  to  still  be  the  case  during  our  audit  of  fiscal  years 
1990-91  and  1991-92.   In  both  instances  the  employee  time  was 
not  entirely  spent  on  duties  related  to  the  program  charged.  The 
court  administrator's  office  accounting  technician's  salary  was 
charged  to  the  Water  Courts  Supervision  program  in  the  Special 
Revenue  Fund.   The  accounting  technician  performs  accounting 
functions  for  all  branch  programs  and  only  a  portion  of  this  time 
is  attributable  to  the  water  courts  program.   The  budget/finance 
officer  spends  approximately  20  percent  of  his  time  providing 
services  to  the  Boards  and  Commissions  program  and  80  percent 
of  his  time  providing  services  to  the  Supreme  Court  Operations 
program.  This  employee  had  100  percent  of  his  salary  charged 
to  the  Boards  and  Commissions  program.   As  a  result,  expendi- 
tures are  misstated  as  follows. 


Table  2 

M 

isclassif 

ied  Personal  Services 

Program 

Water 

Courts 

Fund 
Spec  i  a  I 
Revenue 

Over(Under)stated 
Fiscal          Fiscal 

Year           Year 
1990-91         1991-92 

$23,164         $23,442 

Boards  and 
Comnissions 

General 

29,973 

30,949 

Supreme  Court 
Operations 

General 

(53,137) 

(54,391) 

Source:   Coapiled 
Judicial 

by  the  Office 
Branch  records 

of  the  Legislative 

Auditor  froa 
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Findings  and  Recommendations 


Branch  personnel  stated  they  charged  the  salaries  to  inappro- 
priate programs  because  the  full-time  equivalent  (FTE)  positions 
were  funded  in  those  programs.   The  current  funding  practice 
reduces  the  state  General  Fund  expenditures  by  charging  expen- 
ditures to  the  Special  Revenue  Fund.   We  recommended  in  our 
last  audit  report  the  branch  work  with  the  legislature  to  obtain 
authority  to  charge  personal  service  expenditures  to  the  programs 
that  receive  the  benefit.  Since  the  branch  has  other  employees 
who  perform  duties  for  the  Water  Courts,  Boards  and  Commis- 
sions, and  Supreme  Court  Operations  programs,  it  could  allocate 
a  portion  of  these  employee  salaries  to  those  programs.   It  could 
then  properly  charge  the  accounting  technician's  and 
budget/finance  officer's  salaries  to  the  programs  that  benefit 
from  their  services. 


Recommendation  #5 

We  recommend  the  branch  charge  personal  service  expen- 
ditures to  the  programs  that  receive  the  benefit. 


Non-Genera!  Fund  Money  The  branch  received  a  subgrant  of  federal  funds  from  the 

First  Department  of  Justice  for  the  District  Court  Automation 

program  in  fiscal  year  1991-92.   The  contract  with  the 
department  allowed  the  branch  to  request  reimbursements  on  a 
monthly  basis.   The  branch  requested  the  reimbursements  on  a 
quarterly  basis. 

Expenditures  incurred  for  the  grant  project  were  initially 
recorded  in  the  General  Fund.  The  branch  recorded  the  funds 
received  from  the  reimbursement  in  the  Special  Revenue  Fund. 
However,  it  did  not  move  the  corresponding  fiscal  year  1991-92 
expenditures  from  the  General  Fund  to  the  Special  Revenue 
Fund  until  June  25,  1992.    In  addition,  it  did  not  request 
reimbursement  or  accrue  the  revenues  and  expenditures  of 
$4,300  in  the  Special  Revenue  Fund  for  the  quarter  ended 
June  30,  1992  before  fiscal  year-end  1991-92. 
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State  law  section  17-2-108,  MCA,  requires  agencies  to  spend 
non-General  Fund  moneys  first  to  the  extent  possible.   By 
allowing  the  expenditures  to  remain  in  the  General  Fund  until 
the  end  of  the  fiscal  year,  the  branch  did  not  comply  with  the 
law.  State  accounting  policy.  Management  Memo  2-92-4, 
requires  the  accrual  of  federal  expenditures  where  reimburse- 
ment has  not  been  received  by  fiscal  year-end.   It  also  requires 
the  accrual  of  revenues  which  are  measurable  and  available  but 
not  yet  received  by  fiscal  year-end.    By  not  requesting  reim- 
bursement or  accruing  the  revenues  and  expenditures  for  the 
quarter  ended  June  30,  1992  before  fiscal  year  end  1991-92,  the 
branch  understated  Special  Revenue  Fund  revenues  and  expendi- 
tures by  $4,300  and  overstated  General  Fund  expenditures  by  the 
same  amount  in  fiscal  year  1991-92. 

The  branch  said  it  was  their  intention  to  request  reimbursement 
on  a  monthly  basis  but  they  did  not  do  it. 


Recommendation  #6 

We  recommend  the  branch  establish  procedures  to  record 
expenditures  to  the  proper  funding  source  in  a  timely  manner. 


District  Court 
Reimbursement 


The  branch  administers  the  District  Court  Reimbursement  pro- 
gram.  The  program  is  funded  by  taxes  assessed  on  vehicles  and 
collected  by  the  counties.  The  moneys  are  used  to  fund  specific 
district  court  expenses  in  criminal  cases.   Funds  available  in 
excess  of  the  specified  court  expenses  paid  by  the  branch  are 
granted  to  counties  for  the  district  court  expenditures.  Section 
61-3-509,  MCA,  requires  the  amount  collected  for  District  Court 
Criminal  Reimbursements  that  is  not  used  for  the  district  court 
expenses  described  above  be  refunded  to  the  counties  in  the 
proportion  the  amount  collected  from  each  county  bears  to  the 
total  amount  collected.   In  fiscal  year  1991-92,  the  branch 
collected  $546,144  in  excess  of  district  court  expenses.   At  fiscal 
year-end,  it  should  have  recorded  a  revenue  refund  and  a 
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payable  to  the  counties  to  correctly  reflect  revenues  in  the  finan- 
cial records.   Because  it  did  not.  General  Fund  revenues  are  over- 
stated for  fiscal  year  1991-92  by  $546,144. 

Branch  personnel  said  the  program  was  transferred  from  the 
Department  of  Commerce  to  the  branch  in  fiscal  year  1991-92 
and  they  were  not  quite  sure  how  to  account  for  the  excess  reve- 
nue. They  should  have  requested  guidance  from  the  Accounting 
Bureau,  Department  of  Administration,  to  determine  the  correct 
procedures  for  recording  the  transactions. 


Recommendation  #7 

We  recommend  the  branch: 

A.  Request  guidance  from  the  Accounting  Bureau,  Depart- 
ment of  Administration,  to  determine  the  correct 
procedures  for  recording  transactions. 

B.  Properly  record  Criminal  Court  Reimbursement  program 
activity. 

C.  Refund  the  $546,144  collected  in  excess  of  district  court 
expenses  to  the  counties. 


Misclassified  Revenue  The  clerk  of  the  district  court  remits  to  the  credit  of  the  state 

General  Fund  $10  from  certain  district  court  fees  prescribed  in 
section  25-1-201,  MCA,  to  fund  a  portion  of  judicial  salaries. 
The  branch  recorded  the  fees  collected  in  the  Special  Revenue 
Fund  so  that  court  administration  could  track  the  amount  col- 
lected to  pay  for  the  judges'  salary  increases  in  fiscal  year  1991- 
92.  The  fees  were  to  be  transferred  to  the  General  Fund  at  fiscal 
year-end.   The  branch  did  not  do  this;  therefore,  revenues  were 
overstated  in  the  Special  Revenue  Fund  and  understated  in  the 
General  Fund  by  $226,655  for  fiscal  year  1991-92.   Branch  per- 
sonnel were  not  aware  the  transfer  had  not  been  made. 
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Recommendation  #8 

We  recommend  the  branch  establish  procedures  to  ensure 
the  district  court  fees  used  to  pay  judicial  salaries  are 
recorded  in  the  General  Fund  as  prescribed  by  state  law. 
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Montana  Judges' 
Retirement  System 


Supreme  Court  justices  and  district  court  judges  are  members  of 
the  Montana  Judges'  Retirement  System  (MJRS).   The  retirement 
system,  established  in  1967,  had  an  active  membership  of  43  and 
31  members  receiving  benefits  at  fiscal  year  end  1991-92.   Sec- 
tion 19-5-404,  MCA,  requires  the  branch  to  contribute  to  MJRS 
district  court  fees  collected  under  section  25-1-201,  MCA,  in  an 
amount  equal  to  31  percent  and  34.71  percent  of  salaries  paid  to 
district  judges  and  Supreme  Court  justices  in  fiscal  years  1990- 
91  and  1991-92,  respectively. 


The  branch  remits  all  district  court  filing  fees  collected  to  MJRS. 
However,  branch  personnel  said  the  fees  collected  are  not 
enough  to  pay  the  percentages  as  required  by  law.  The  Judges' 
Retirement  System.  State  of  Montana  Actuarial  Valuation  as  of 
Julv  1.  1992  report  stated  "Unfortunately,  the  district  court  fees 
produce  only  22.2%  of  compensation.  This  amount  is  not  suffi- 
cient to  adequately  fund  the  system.   It  is  imperative  that  this 
situation  be  corrected."  Table  3  illustrates  the  difference 
between  actual  fees  collected  and  remitted  to  MJRS  and  the 
amount  required  by  statute. 


Table  3 

Montana  Judges'  Retirement  SystCM 

Retireaent  Contribution 

FY91 

FY92 

Contributions 

Required  per  Statute                     $734,835 

$832,225 

Collected  and  Remitted                  547.119 

532,488 

Under  Remitted                              $187.716 

$299,737 

Source:         Coapiled  by  the  Office  of  the  Legislative 

Auditor  froa 

Judicial  Branch  records. 

The  revenue  source  pledged  under  law  is  not  sufficient  to  meet 
the  requirements  of  the  statute  and  therefore  may  be  detrimental 
to  the  future  actuarial  soundness  of  MJRS. 


Page  16 


This  section  is  presented  for  disclosure  purposes  only  and  we 
make  no  recommendation. 


Disclosure  Issues 


Law  Library  According  to  House  Bill  2,  January  1992  Special  Session,  "The 

law  library  program  in  the  judiciary  is  directed  to  increase  fees 
for  automated  legal  data  base  and  telefax  services.   The  program 
must  deposit  to  the  general  fund  $1 1,000  in  fiscal  1992  .  .  .  from 
such  fee  revenue  increases."   Actual  revenues  collected  from  the 
increase  in  fees  were  less  than  anticipated.   The  branch  deposited 
$8,255  from  the  fee  increase  to  the  General  Fund.   Even  though 
this  was  the  total  amount  collected  from  the  fee  increase,  it  was 
$2,745  less  than  the  amount  required  by  House  Bill  2. 


This  section  is  presented  for  disclosure  purposes  only  and  we 
make  no  recommendations. 
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Summary  of  Independent  Auditor's  Report 


Sammary  of  Indepen-  The  independent  auditor's  report  is  intended  to  convey  to  the 

dent  Auditor's  Report  reader  of  the  financial  schedules  the  degree  of  reliance  that  can 

be  placed  on  the  amounts  presented.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  without  adjustments  for  errors  noted  during  the  audit. 

The  Schedules  of  Changes  in  Fund  Balance  and  the  Schedule  of 
Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual  for 
the  two  fiscal  years  ended  June  30,  1992  contain  significant 
errors.   These  schedules  are  misstated  because  of  the  errors  made 
in  recording  revenues  related  to  the  Montana  Judges'  Retirement 
System,  the  criminal  court  reimbursement  program  and  district 
court  fees.  The  reader  should  use  caution  when  using  the  finan- 
cial information  presented  in  these  schedules. 

The  Schedules  of  Budgeted  Program  Expenditures  by  Object  and 
Fund  -  Budget  and  Actual  are  fairly  stated  in  all  material 
respects  and  the  user  can  rely  on  the  reasonableness  of  the 
information  presented. 
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STATE  OF  MONTANA 


STATE  CAPITOL 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Judicial  Branch  for  each  of 
the  two  fiscal  years  ended  June  30,  1991  and  1992,  as  shown  beginning  on  page  A-5.   The  infor- 
mation contained  in  these  financial  schedules  is  the  responsibility  of  Judicial  Branch  management. 
Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosure  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not  intended  to 
be  a  complete  presentation  and  disclosure  of  the  branch's  assets  and  liabilities. 

The  Judicial  Branch  made  errors  in  recording  Montana  Judges'  Retirement  System 
revenues  in  fiscal  year  1990-91.   As  a  result,  revenues  from  charges  for  services  in  the  General 
Fund  are  overstated  by  $553,190  and  understated  in  the  Special  Revenue  Fund  by  $553,190. 

The  branch  recorded  General  Fund  license  and  fee  revenues  of  $546,144  collected  for  the 
District  Court  Reimbursement  Program  in  error  in  fiscal  year  1991-92.   This  money  was  due  to 
counties  at  June  30,  1992,  and  therefore  General  Fund  revenue  is  overstated. 

The  branch  incorrectly  recorded  revenues  of  $226,655  from  district  court  fees  in  the 
Special  Revenue  Fund  instead  of  the  General  Fund  as  required  by  state  law,  thus  overstating 
Special  Revenue  Fund  revenues  and  understating  General  Fund  revenues  in  fiscal  year  1991-92. 

The  errors  discussed  in  the  previous  three  paragraphs  affect  the  Schedule  of  Changes  in 
Fund  Balance  and  the  Schedule  of  Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual. 
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In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in  paragraphs  four  through 
six,  the  schedules  referred  to  in  the  first  paragraph  present  fairly  the  results  of  operations  and 
changes  in  fund  balances  of  the  Judicial  Branch  for  the  two  fiscal  years  ending  June  30,  1991  and 
1992,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

Respectfully  submitted, 


fames  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  13,  1992 
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JUDICIAL  BRANCH 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


General  Fund 


Special 

Revenue 

Funds 


FUND  BALANCE:  July  1,  1990 


$  dy.SSO) 


ADDITIONS 
Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Support  From  State  of  Montana 
Cash  Transfers  In 


932,499 

15,004 

3,956,777 


4,966 


437, 001^ 


Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Support  From  State  of  Montana 
Cash  Transfers  In 
Direct  Entries  to  Fund  Balance 
Total  Additions 


3,644,140       833,880 

12,027 

72 

82,460 

5,570,482 

493, 226^ 

547.119^ 

14.213.461     2.316.192 


REDUCTIONS 
Fiscal  Year  1990-91 

Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 
Direct  Entries  to  Fund  Balance 
Prior  Year  Expenditure  Adjustments 
Total  Reductions 

FUND  BALANCE:  June  30,  1992 


4, 

,901,698 

786 

1,310 

486 

995, 

,148 

8, 

,184,778 

1 ,  044 , 

,202 

1, 

,124, 403^ 

1, 
2.040, 

,092 

1-^, 

,213.461 

,442 

0 

$   258, 

.220 

See  note  5 . 
See  note  7 . 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  beginning  on  page  A- 9. 
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JUDICIAL  BRANCH 

SCHEDULE  OF  BUDGETED  REVENUK  AND  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


Fiscal  Year  1991-92 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

Fiscal  Year  1990-91 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


License 

Charges 

and 

For 

Permits 

Services 

Federal 

Total 

$2,752,579    $276,200 
3.299.140^     345.000 

$   546.561    $  68.800 


$ 
$, 


70,000 
69.610 


$3,028,779 
3.644.140 

$   615.361 


$720,500   $  50,000   $   770,500 
813.661    20.219     833.880 

$  93.161   $(29.781)  $    63.380 


$876,800 
862.889 


(390)    $(13.911) 


$   5,500 
4.966 

$    (534) 


$   946,800 
932.499 

$   (14.301) 


5,500 
4.966 


(534) 


See  note  6. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A- 9. 
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PERSONAL  SERVICES 
Salaries 

Other  Coirpensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Conriunications 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 


299.408 


JUDICIAL  BRANCH 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 


BUDGET  AND  ACTUAL 

FOR 

THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 

Supreme 

District 

District^ 

Court 

Boards  and 

Court 

Water  Courts 

Clerk  of' 

Court 

HB 

903  ' 

Operations 

Conmissions 

Law 

Library 

Operations 

Supervision 

Court 

Reimbursenient 

Automation 

Total 

$  962,033 

t   79,975 

S 

159,820 

$2,094,977 
15,774 

$288,088 

$114,913 

$   20,518 

$ 

32,047 

$3,752,371 
15,774 

181.320 

17.923 

38.515 

900.109 

82.357 

25.365 

5.098 

7.887 

1.258.574 

1.K3.353 

97.898 

— 

198.335 

3.010.860 

370,445 

140,278 

25.616 

— 

39.934 

5.026.719 

66,207 

76,658 

189,197 

10,145 

4,597 

1,691 

4,616 

5,912 

359,023 

39,630 

5,704 

17,948 

5,366 

7,867 

3,252 

967 

766 

81,500 

22,459 

8,268 

11,354 

1,324 

25,779 

11,804 

418 

1,325 

82,751 

13,936 

32,332 

2,936 

98,964 

2,663 

2,608 

19 

442 

153,900 

92,556 

1,915 

72,869 

36,671 

721 

204,732 

15,428 

346 

6,519 

4,254 

7,345 

3,427 

37,319 

49.192 

82 

7.383 

19.217 

5.265 

964 

226 

217 

82.546 

125.305 


308.206     139.270 


90.187 


24.467 


6.246 


8.662 


1.001.751 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


18,523 

6.051 

24.574 


863 

102 


965 


221,352 


221.352 


30,109 

4.900 

35.009 


1,866 


1.866 


272,713 

11.053 

283.766 


GRANTS 

From  State  Sources 
Total 

TOTAL  PROGRAM  EXPENDITURES 


$224.168 


$495.641 


$164.745 


2.646.853 
2.646.833 

$2.680.561 


269.911 
269.911 

$  318.507 


2.916.744 
2.916.744 

$9.228.980 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$1,501,228 

1.467.335 

$   33.893 


$   731,202  $2,649,561 
727.893   2.617.642 


$  565,000 
532.488 


$167,712 

164.745 

$  2.967 


$2,682,517 

2.680.561 

$    1.956 


$  386,400 

302.434 

$   83.966 


$8,355,266 

8.184.778 

$  170.488 


$  200,000   $1,262,825 

16.073    1.044.202 

$  183. 927*^  $  218.623 


'See  note  6. 
See  note  8. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on 
page  A-9.  '^ 
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JUDICIAL  BRANCH 


SCHEDULE  OF 

BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT 

AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL 

YEAR  ENDED  JUNE 

;  30.  1991 

Supreme 

District 

Court 

Boards  and 

Court 

Water  Courts 

Operations 

Conmissions 

Law  Library 

Operations 

Supervision 

Total 

PERSONAL  SERVICES 

Salaries 

$1,007,775 

$  76,115 

$141,769 

$1,978,564 

$279,860 

$3 

,484,083 

Other  Compensation 

695 

21,973 

675 

23,343 

Employee  Benefits 

191.125 

16.785 

33.979 

888.152 

61.274 

1 

,191.315 

Total 

1,198.900 

93.595 

175.748 

2.888.689 

341.809 

4. 

.698.741 

OPERATING  EXPENSES 

Other  Services 

61,181 

77,110 

171,288 

6,018 

6,754 

322,351 

Supplies  &  Materials 

45,753 

8,094 

20,498 

8,534 

6,021 

88,900 

Conmuni cat  ions 

32,051 

6,941 

14,225 

1,519 

22,212 

76,948 

Travel 

18,815 

28,216 

2,540 

98,838 

3,133 

151,542 

Rent 

90,048 

2,827 

70,860 

130 

37,891 

201,756 

Repair  &  Maintenance 

11,494 

58 

8,924 

2,725 

13,066 

36,267 

Other  Expenses 

42.985 

62 

7.077 

13.680 

8.167 

71.971 

Total 

302.327 

123.308 

295.412 

131.444 

97.244 

949.735 

EQUIPMENT  AND  INTANGIBLE 

ASSETS 

Equipment 

13,698 

825 

218,704 

233,227 

Intangible  Assets 

4,808 
18,506 

1,359 
2.184 

8.976 
8.976 

15.143 

Total 

218.704 

248.370 

TOTAL  PROGRAM  EXPEND  I TUR 

ES 

$1,519,733 

$219,087 

$689.864 

$3,020,133 

$448,029 

*L 

.896,846 

GENERAL  FUND 

Budgeted 

$1,538,189 

$226,912 

$693,333 

$2,477,660 

$4 

,936,094 

Actual 

1.519.733 

219.087 

689.864 

2.473.014 

4 

.901.698 

Unspent  Budget  Author i 

ty 

$   18.456 

$  7.825 

$  3.469 

$    4.646 

$_ 

34,396 

SPECIAL  REVENUE  FUND 

Budgeted 

$  565,000 

$457,065 

$1 

,022,065 

Actual 

547.119 

448.029 

995.148 

Unspent  Budget  Author! 

ty 

$   17,881 

$  9.036 

$_ 

26.917 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


1.  Summary  of  Significaiit 

Accounting  Policies 


Basis  of  Accounting 


The  Judicial  Branch  uses  the  modified  accrual  basis  of  account- 
ing, as  defined  by  state  accounting  policy,  for  its  Governmental 
Funds.   In  applying  the  modified  accrual  basis,  the  branch 
records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  branch 
incurs  the  related  liability  and  it  is  measurable. 

Expenditures  may  include  entire  budgeted  service  contracts  even 
though  the  branch  received  the  services  in  a  subsequent  fiscal 
year;  goods  ordered  with  a  purchase  order  before  fiscal  year- 
end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end.   State 
accounting  policy  also  requires  the  branch  to  record  the  cost  of 
employees'  annual  leave  and  sick  leave  when  used  or  paid. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.   Accounts  are  organized  in  funds  according 
to  state  law.  The  branch  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.  The  branch's  Special  Revenue  Funds  include  judges' 
retirement,  water  development  in  fiscal  year  1990-91  and  federal 
grants  in  fiscal  year  1991-92. 
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Notes  to  the  Financial  Schedules 


Annual  and  Sick  Leave 


Employees  at  the  branch  accumulate  both  annual  and  sick  leave. 
The  branch  pays  employees  for  100  percent  of  unused  annual 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.   The  branch 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.   At  June  30,  1991  and  at  June  30,  1992,  the  branch 
had  a  liability  of  $72,059  and  $78,992,  respectively. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees'  Retire- 
ment System  (PERS)  or  the  Montana  Judges'  Retirement  System 
(MJRS).  The  branch's  contribution  to  these  plans  are  shown 
below: 


PERS 

MJRS 

Total 


Fiscal  Year 

1990-91 

$  17,969 

726.488 

$744.457 


Fiscal  Year 

1991-92 

$  14,753 

704.126 

$718.879 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obli- 
gations from  the  statewide  General  Fund  within  their  appropria- 
tion limits.  Thus,  on  an  agency's  schedules,  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


5. 


Cash  Transfers 


Cash  Transfers  of  $437,001  and  $493,226  in  fiscal  years  1990-91 
and  1991-92,  respectively,  occurred  in  the  Water  Development 
Special  Revenue  Fund.   The  Judicial  Branch  shares  the  account- 
ing entity  with  the  Department  of  Natural  Resources  and  Con- 
servation (DNRC).   DNRC  records  the  revenue  and  the  branch 
records  the  expenditures.   Because  of  combined  use  of  the 
accounting  entity,  cash  transfers  are  necessary  to  return  the  cash 
balance  to  zero  at  year-end. 
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Notes  to  the  Financial  Schedules 


6.         Program  Changes 


District  Court  Reimbursement  -  The  legislature  transferred  the 
District  Court  Reimbursement  program  from  the  Department  of 
Commerce  to  the  Judicial  Branch  in  House  Bill  864,  effective 
July  1,  1991.   This  program  implements  section  3-5-901,  MCA, 
which  requires  the  state  to  fund  specific  district  court  expenses 
for  criminal  cases  to  the  extent  that  money  is  appropriated  for 
these  expenses.   The  program  is  funded  from  the  General  Fund 
which  is  offset  by  deposit  of  moneys  collected  by  counties  and 
remitted  to  the  state  for  the  licensing  of  vehicles.   The  increase 
in  licenses  and  permits  revenue  between  fiscal  years  1990-91  and 
1991-92  is  attributable  to  the  transfer  of  this  program. 


Clerk  of  Court  -  The  Clerk  of  Court  program  consists  of  the 
costs  of  operation  of  the  Clerk  of  the  Supreme  Court.   The  Clerk 
of  the  Supreme  Court  assists  the  court,  the  legal  community  and 
the  public  in  processing  appeals  and  original  proceedings  from 
the  early  filing  stages  through  final  disposition.   Revenues  and 
expenditures  for  this  program  were  recorded  in  the  Supreme 
Court  Operations  program  prior  to  fiscal  year  1991-92. 

House  Bill  903  Automation  -  House  Bill  903  Automation, 
enacted  by  the  51st  Legislature,  appropriates  funds  for  the  1993 
biennium  court  automation  projects  to  improve  information 
systems,  case  management  systems,  and  the  administration  of 
justice. 


Direct  Entries  to  Fund 
Balance 


In  fiscal  year  1990-91,  the  branch  incorrectly  recorded  revenues 
of  $547,1 19  from  district  court  filing  fees  which  are  used  for  the 
MJRS  in  the  General  Fund.   The  expenditures  for  MJRS  were 
correctly  recorded  in  the  Special  Revenue  Fund.  This  resulted  in 
a  negative  ending  fund  balance  in  the  Special  Revenue  Fund.   In 
fiscal  year  1991-92,  the  branch  corrected  the  error  through 
direct  entries  to  fund  balance  in  both  the  General  Fund  and  the 
Special  Revenue  Fund. 


The  District  Court  Reimbursement  program  was  transferred 
from  the  Department  of  Commerce  to  the  Judicial  Branch  in  fis- 
cal year  1991-92.   A  direct  entry  to  fund  balance  in  the  General 
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Notes  to  the  Financial  Schedules 


Fund  for  $572,1 19  was  made  to  reflect  the  liability  associated 
with  the  program. 


8.  Unspent  Budget 

Authority  -  Special 
Revenue  Fund 


House  Bill  903,  enacted  by  the  52nd  Legislature,  appropriated 
$200,000  from  the  federal  special  revenue  account  to  the 
Supreme  Court  for  the  1993  biennium  for  court  automation 
projects.   The  branch  received  a  $50,000  subgrant  through  High- 
way Traffic  Safety,  Department  of  Justice,  for  the  development 
of  a  citation  tracking  system  for  the  courts  of  limited  jurisdic- 
tion. The  grant  period  ended  September  30,  1992.   The  branch 
recorded  $16,073  of  related  grant  expenditures  in  fiscal  year 
1991-92. 
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The  Supreme  Court  of  Montana 
Office  of  the  Court  Administrator 


JIMOPPEDAHL 
Court  Administrator 


JUSTICE  BUILDING  -  ROOM  315 

215  NORTH  SANDERS 

HELENA,  MONTANA  59620-3002 

TELEPHONE  (406)  444-2621 

FAX  (406)  444-3274 


January   29,    1993 


ij^LtLliJL 


m 


JAN  2  9  1993 


?l 


ill 


!_/> 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana  59620 

Dear  Mr.  Seacat: 

This  is  in  response  to  the  final  audit  on  the  Judicial  Branch  for 
the  two  fiscal  years  ended  June  30,  1992.  I  have  highlighted  your 
recommendations  and  provided  an  agency  response  to  each 
recommendation . 

I  want  to  thank  you  and  members  of  your  staff  for  the  work  that  you 
have  done  in  assisting  this  office  to  meet  generally  accepted 
accounting  procedures. 


Prior  Audit  Recommendations  Not  Fully  Implemented 

There  are  two  prior  audit  recommendations  not  fully  implemented 
which  were  noted  in  this  year's  audit  that  are  addressed  below: 

1.  Taxable  reimbursement  and  taxable  fringe  benefits  to  judges. 

This  recommendation  was  adopted  and  implemented  in 
accordance  with  the  research  and  recommendations  provided 
to  this  branch  by  a  private  accounting  firm  in  Helena. 
Please  see  the  attached  memorandum  to  District  Court 
Judges  sent  by  the  Office  of  the  Court  Administrator  on 
January  18,  1993. 

2.  Number  of  members  on  the  Board  of  Bar  Examiners. 

We  have  asked  for  a  bill  (LC  917)  in  the  1993  Legislative 
Session  to  address  this  issue.  The  bill  will  be 
sponsored  by  Representative  Cobb. 
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II 
Recommendations  for  FY  1991  and  FY  1992 

'''''^''''^'''  procedures  to -make  use  of  available  state 

accounting   information   resources   to 

correctly     reC015d.i«:™::::MJES..:-:»:.:rS5^ 

ejgpenditur  es . 
Response:   We  concur. 

The  last  Legislative  Session  provided  statutory  appropriation 
authority  for  judges  retirement  fees  collections.  In 
consultation  with  the  Legislative  Auditors  Office  personnel  in 
the  Court  Administrator's  Office  established  appropriations 
for  the  district  court  fee  revenue  in  the  general  fund. 
Procedures  for  expending  these  fees  were  also  set  up  in 
consultation  with  the  Auditors  Office.  In  approximately  the 
middle  of  the  year  it  was  thought  from  discussions  with  the 
Office  of  Budget  and  Program  Planning  that  theses  fees  should 
be  recorded  and  expended  in  a  state  special  revenue  account. 
Documents  were  proposed  by  the  office  to  do  this  and  related 
journal  Voucher  made  to  move  monies  from  the  general  fund  to 
the  state  special  revenue  account.  Due  to  an  error  in  coding 
this  journal  voucher  correction  did  not  process  before  the  end 
of  the  year.  After  this  error  was  corrected,  the  accounts 
reflected  proper  balances. 

The  $6,071  under  expenditure  resulted  from  the  branch 
recording  and  expending  district  court  fees  to  pay  for  the 
Chief  Water  Judge  retirement.  When  this  error  was  discovered, 
correcting  entries  where  made  but  this  amount  inadvertently 
was  not  transferred  to  MJRS.  When  the  Auditors  brought  this 
to  our  attention,  the  funds  were  transferred. 

The  procedure  established  by  the  branch  did  not  include  the 
fees  collected  by  the  Clerk  of  the  Supreme  Court.  When  this 
was  brought  to  our  attention,  the  Clerks  Office  started  to 
follow  the  same  established  procedures  as  in  point  one  of 
recommendation  one. 

The  accounting  change  came  during  a  special  session  of  the 
legislature.  The  branch  was  contacted  by  the  Department  of 
Administration  for  the  accrual  and  we  requested  that  they  make 
the  necessary  entries  on  our  behalf.  The  branch  did  not 
follow  up  on  the  entries  until  after  the  fiscal  year  had 
ended.  It  is  anticipated  that  we  will  control  these  entries 
this  fiscal  year  and  this  error  will  not  reoccur. 

EecOlRaiendatism  #2^      We   recosaaend   couH:   admiimis^atiott 

personnel  work  with  the  law  library? 
personnel  to  strengthen  controls  ovei 
cash  receipts. 
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Response:   We  concur. 

The  Court  Administrator's  Office  and  Law  Library  has 
strengthened  controls  over  cash  receipts  and  transactions. 
The  Law  Library  will  review  SBAS  daily  transaction  listings  to 
ensure  transactions  are  posted  correctly  and  we  will  continue 
to  make  every  effort  possible  to  insure  that  all  state  money 
is  deposited  and  accounted  for  in  a  timely  manner. 


W6  recbmaenid  th^  bra«<ii 

budget  procedures  to  record  financial 
activity  in  the  proper  year  in  accordance 


Response:   We  concur. 


Recotiunendation  #4 


lMe"''"recoB 

operating  budget  and  approved  amen4li>|!f|;s 
on  SBAS  as  required  by  state  law. 


Response:   We  concur. 

The  branch  was  in  "substantial  compliance"  with  an  operating 
budget  approved  by  the  approving  authority.  The  numerous 
changed  made  in  our  budget  this  past  biennium  and  the 
uncertainty  of  when  changes  were  effective  did  cause  some 
slippage  in  our  ability  to  keep  the  operating  plan  current  on 
SBAS.  We  will  incorporate  a  flagging  system  into  our  current 
monthly  budget  monitoring  system  in  order  to  comply  with  this 
requirement. 

W^'''recoimeM™t^ 

service  expenditures  to  the  programs  tfciaj 
receive  the  benefit. 


Recommendation  #5 


Response:   We  concur. 

The  branch  will  perform  a  study  to  ascertain  the  appropriate 
allocation  of  time  for  the  position  in  this  recommendation  and 
charge  the  programs  that  benefit  from  their  service. 


Recommendation  #6 


We  recommend  the  branch  establislt 
procedures  to  record  expenditures  to  thM 
proper  funding  source  in>.a  .timely  manner » 


Response:   We  concur. 

We  concur  and  will  establish  a  procedure  for  estimating 
expenses  and  drawing  grant  funds  in  advance  to  cover  estimated 
expenses. 
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A*  Request  guidance  froia  tlie  Accounting 
Bureau,  Department  of 
Administration,  to  determine  the 
correct  procedures  for  recording 


1*  Properly  record  crimitial  Coart 
Reimbursement  program  activity. 

C.  Refund  '  t^nt'^' $54^^144"  'collected  'in 
excess  of  district  court  expenses  to 
the  counties » 


Response.   We  disagree. 


The  District  Court  Criminal  Reimbursement  Program  collected 
$3,244,360.60  in  revenue  during  Fiscal  Year  1992.  The 
legislative  appropriation  for  FY  92  was  $2,680,561.  Revenue 
exceeded  the  appropriation  authority  by  $563,799.60. 

The  excess  revenue  collected  above  the  appropriation  authority 
represented  $314,958.27  in  what  would  have  normally  been 
collected  and  $248,841.33  that  was  the  result  of  the 
Legislature  moving  from  cash  accounting  to  an  accrual 
accounting  system.  The  $248,841.33  represented  the  accrual  of 
revenue  received  in  July,  1992  to  FY  1992  collections. 

This  Office  was  aware  of  the  statutory  provisions  of  61-3-509, 
MCA.  We  were  also  aware  that  the  Department  of  Commerce, 
which  administered  the  District  Court  Criminal  Reimbursement 
Program  prior  to  FY  1992,  had  twice  refunded  money  to  counties 
under  the  provisions  of  61-3-509  —  $97,602  in  FY  1989  and 
$61,686  in  FY  1990. 

The  Department  of  Commerce  used  different  mechanisms  to 
transfer  the  money.  In  FY  1989  the  Department  of  Commerce 
refunded  the  excess  revenues  using  an  administrative 
appropriation  granted  by  the  Office  of  Budget  and  Program 
Planning.  In  FY  1990,  they  refunded  the  excess  revenue  by 
recording  the  excess  revenue  as  a  "due  to"  expense  and 
refunding  the  money  like  the  Department  of  Revenue  would 
refund  income  taxes. 

We  believe  that  the  provisions  of  61-3-509  (2) ,  MCA  are  not 
clear.  First,  this  section  does  not  specify  a  time  period 
under  which  a  "refund"  must  be  made.  Does  the  refund 
provision  apply  monthly,  yearly  or  to  some  other  time  period? 
Does  the  section  contemplate  that  collections  be  held  over 
from  one  fiscal  year  to  the  next  and  used  for  expenses 
provided  in  3-5-901? 
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Whatever  ambiguity  exists  in  section  61-3-509  (2)  is 
completely  erased  by  what  appears  to  be  a  simple,  straight 
forward  prohibition  of  Article  IX,  section  14  of  the  Montana 
Constitution  which  reads: 

Section  14.  Prohibited  payments.  Except  for 
interest  on  the  public  debt,  no  money  shall  be 
paid  out  of  the  treasury  unless  upon  an 
appropriation  made  by  law  and  a  warrant  drawn 
by  the  proper  officer  in  pursuance  thereof. 

Since  the  excess  collections  for  the  District  Court  Criminal 
Reimbursement  Program  are  in  the  state  treasury  and  since  we 
do  not  have  an  appropriation  for  these  funds,  it  was  the 
position  of  this  branch  that  we  seek  clear  legislative 
clarification  and  appropriation  authority  in  the  1993 
Legislative  Session  before  deciding  the  disposition  of  the 
excess  FY  1992  revenue  collections  currently  deposited  in  the 
state  treasury. 

House  Bill  278  has  been  introduced  in  this  Legislative  Session 
in  order  accomplish  this  task. 

procedures  to  ensure  the  district  court 
fees  used  to  pay  judicial  salaries  ari 
recorded   in   the   General   Fund   ai 

Response.   We  concur. 

We  will  have  this  recommendation  fully  implemented  by  the  end 
of  FY  1993. 


I  would  be  please  to  answer  any  question  or  provide  any  further 
information  that  you  or  the  Legislative  Audit  Committee  may 
require. 


Sirncerely 
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TO: 
FROM: 
DATE: 
SUBJECT; 


The  Supreme  Court  of  Montana 

Office  of  the  Court  Administrator 


JIMOPPEDAHL  Slr.hitk     ^=iCk  \\  JUSTICE  BUILDING -ROOM  315 

Court  Administrator  idlS^Ssi  215  NORTH  SANDERS 

HELENA,  MONTANA  59620-3002 

TELEPHONE  (406)  444-2621 

FAX  (406)  444-3274 

'All  District!  ^urt^jjudges  With  Lease  Vehicles 
Jim  Oppedahl 
January  18,  1? 
REPORTABLE  INCOME  TO  DISTRICT  COURT  JUDGES 

COMPLIANCE  WITH  FEDERAL  INCOME  TAX  REPORTING  REQUIREMENTS 

Based  on  recoitunendations  from  the  Legislative  Auditor  and  on 
research  done  by  a  private  accounting  firm,  this  office  concludes 
that  federal  definitions  place  some  district  court  vehicle  use 
activity  under  the  category  of  commuting  and  requires  this  office 
to  account  for  such  activity  and  report  it  as  income  to  individual 
judges. 

In  light  of  the  federal  requirements,  this  office  will  do  the 
following: 

Valuation  Method  to  be  Used  Effective  January  1,   1993.    The 

valuation  method  that  this  office  will  use  for  the  personal  use 
portion  of  lease  vehicles  is  option  (c)  of  the  Commuting  Valuation 
Rule  outlined  in  the  Anderson  Zurmuehlen  letter  dated  December  7, 
1992  at  page  5.  This  method  applies  equally  to  all  vehicles  and 
must  be  reported  on  the  monthly  travel  expense  voucher  by  the  judge 
indicating  commuting  use  for  each  one-way  commute  on  any  day  that 
the  vehicle  was  so  used.  This  is  in  the  column  titled  "COM".  A 
"1"  means  a  single  one-way  commute  that  day,  a  "2"  means  two  "one- 
way" commutes  that  day,  and  so  forth. 

Income  Withholding.  This  office  elects  not  to  withhold  for  FIT  on 
the  value  of  personal  use  of  lease  vehicles.  FICA  (hospital 
insurance  portion;  1.45%)  will  be  withheld  on  the  value  of  personal 
use  of  lease  vehicles. 

Reporting  of  Income  to  IRS.  The  value  of  the  personal  use  of  the 
lease  vehicles  will  be  reported  to  the  IRS  on  the  employee's  W-2 . 

Finally,  I  might  note  that  if  a  judge  simply  parks  the  lease 
vehicle  at  the  court  house  and  uses  it  strictly  for  travel  to  and 
from  courthouses,  none  of  the  valuation,  withholding  or  reporting 
requirements  apply. 

Please  contact  this  office  if  you  have  any  questions. 

U:\DATA\WP51\0PPEDA\DC-CARS.II 
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The  Supreme  Court  of  Montana 

Office  of  the  Court  Administrator 


JIMOPPEDAHL 
Court  Administrator 


JUSTICE  BUILDING  -  ROOM  315 

215  NORTH  SANDERS 

HELENA,  MONTANA  59620-3002 

TELEPHONE  (406)  444-2621 

FAX  (406)  444-3274 


TO:  ^/All  District 

FROM:  Jim  Oppedahl 

DATE:  January  18,  19  9  3^ 

SUBJECT:  REPORTABLE  INCQM 


rt  Judges 


DISTRICT  COURT  JUDGES 


COMPLIANCE  WITH  FEDERAL  INCOME  TAX  REPORTING  REQUIREMENTS 


Based  on  recoirmiendations  from  the  Office  of  the  Legislative  Auditor 
and  a  private  consulting  firm,  this  office  has  detemined  that 
certain  meal  reimbursements  are  taxable  income  that  must  be 
reported  annually  to  the  federal  Internal  Revenue  Service.  Please 
refer  to  a  letter  from  this  office  dated  December  10,  1992. 

This  office  will  begin  in  January,  1993  to  report  meal 
reimbursements  as  taxable  income  at  the  end  of  the  calendar  year  on 
an  IRS  1099  miscellaneous  form  when  an  overnight  stay  is  not 
required  for  the  conduct  of  judicial  business. 

Please  contact  this  office  if  you  have  any  questions. 

U : \DATA\WP5 1 \OPPEDA\DC-MEALS . II 
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